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USAID O fice of Housing and Urban Prograns
THE HUNGARY PROGRAM
DEVELOPMENTS AND PRCSPECTS, MARCH 1994

This report describes the bac kground, status, and prospects for each
proj ect undertaken by the USAID O'fice of Housing since the mddle of 1990,
and lists all reports produced. The first section of this report lists the
projects by category; the second section describes the projects and lists
all reports. An annex identifies the contract and task under which the
wor k was done.

SUMVARY OF PRQIECTS
Projects have been grouped into five categories which sometines
overlap. In this section projects are listed in all relevant categories;
where projects are listed only for cross-reference purposes, they appear in
italics and the category in which the project is fully described is
identified in parentheses.

I . Housing Finance

On- Goi ng Projects:

. The Housi ng Guaranty Loan Program
. Techni cal Assistance to the National Savings Bank (OTIP)
. Techni cal Assistance to Budapest Bank

Conpl eted Projects:

Techni cal Assistance in Housing Finance
Joint World Bank/ Al D Budapest Project
Private Mrtgage Bank Feasibility Assessnent
Mort gage Fi nance

District VII: Financing Renovation (l11)
Privatization Strategies (I1)

1. Strengthening Local Covernnents

A. Housing Policy and Urban Devel opnment

On- Goi ng Projects:

. Szol nok: Devel oping a Local Housing Strategy and Rental Policy
. Szol nok: Denonstration Program on the Private Devel opnent of
Housi ng (1V)

Conpl eted Projects:

. Budapest: Urban Devel opnent and Rehabilitation

. Kecskenét : Strengthening the Local Cover nnent Role in
Devel oprent

. Local Housing Strategy Traini ng Course
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. Privatization Strategies for Budapest Inner City Districts
. District Il1: Housing Managenment (I111)
. Budapest Rental Sector Panel Survey (V)

B. Muni ci pal Fi nance

On-goi ng Projects:

. Toward a National Assistance Plan for Minicipal Infrastructure
Fi nanci ng

. Ref ormi ng the Munici pal Budget Process

. Szeged: Advice on the Proposed Water/ Sewage Joint Venture

Conpl eted Projects:

. Background Paper on Mini ci pal Lendi ng

. Muni ci pal Credit Conference

. District XVIl and XVII11: Infrastructure Finance

. Assessi ng Needs for Local Techni cal Assi st ance in

I nfrastructure Fi nance

[11. Housing Management and Renovation

On- Goi ng Projects:

. Asset Managenent Trai ni ng Course
. Rehabilitation in Budapest Inner Gty Districts
. Condomi ni um Associ ati on Trai ni ng Course

Conpl eted Projects:

. Szol nok: Devel opi ng the Asset Managenent Function

. District VI1: Financing Renovati on of New y-Privatized Housi ng
. District Il: Introducing Conpetition into Housing Ma nagenent
. Survey of Cooperative Housing in Hungary

. Budapest Rental Sector Panel Survey (V)

I'V. The Housing Construction Sector and Real Estate Industry

On- Goi ng Projects:

. Study of Residential Devel opnent in Hungary

. East European Real Property Foundation

. Szol nok: Denonstration Program on the Private Devel opment of
Housi ng

. Introduction of a Miltiple Listing Service

Conpl eted Projects:

. Constructi on Bondi ng and Warranty
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. Construction Sector Study
. Budapest: Urban Devel oprment (11)
. Kecskemét: Strengt heni ng Devel opnent (I1)

V. Policy Advice and Anal ytic Support to National Governnent

. On-Going Policy and Legal Support

. Central - East ern European Regi onal Housing Indicators

. Housi ng | ndi cat or s/ Budapest Rental Sector Panel Survey

. Budapest Conference of the European Network for Housing
Resear ch

. Housi ng Al l owance Seninar for Local CGovernnents
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DESCRI PTI ON OF PRQJECTS

| . Housing Finance

Hungary has been grappling with its serious honme nortgage debt
problem and |ooking for alternative means of financing honme ownership.
During the previous regime, nost housing loans were nade at highly
subsidized rates either through the National Savings Bank (OTP) or the
savi ngs cooperatives. Wen the prices of financial instrunents were freed,
the full extent of the subsidy becanme nore evident. In 1989 the
governnent al expenditures for nortgage support equalled 3 percent of GDP.
Since then the governnent has taken steps to nove nortgage rates to narket
| evel s and has begun to restructure OIP, the largest financial institution
in the country. The great majority of loans are still nade by OIP and
despite reductions, they still benefit from significant government
subsidies (in 1994 the housing |loan subsidy cane to an estimated fifteen
billion in 1994 or one percent of the national budget). However ,
underwiting is no longer perfunctory and recovery efforts are serious,
even if eventually stymed by the lack of serious efforts to enforce
foreclosure | aws or eviction.

In 1993 the CGovernnment of Hungary took several significant steps in
reformng the housing finance sector, supported by USAID technical
assi stance and the preparation of a Housing Quaranty Loan. They issued a
housing policy resolution in May (an outgrowth of the |ong-awaited Housing
Concept), a new Rental Housing Act in July, and in Septenber a decree
ref orm ng housing subsidies, notably changing the repaynent subsidy into a
(much smaller) interest subsidy. The CGovernnent also began to exam ne
legal refornms that would facilitate foreclosure and eviction, and to study
the foundations necessary for the establishment of a nortgage insurance
institution and for the introduction of nortgage bonds. Laws in these
critical areas were passed in md-1994.

Since May 1990 the OIP had been discussing the introduction of a new
nortgage instrument which would work better in an inflationary environnent;

it had undertaken analysis of potential instrunents - first the Dual Index
Mortgage (DM as proposed by the Wrld Bank and subsequently the Deferred
Paynment Mortgage (DPM designed by the USAID team Encouraged by the
changes in the subsidy system which greatly reduce |loan affordability, the
OIP decided to introduce the DPM which was made available in February of
1994. By mid-1995 al nost 2500 DPMs had been issued, with an average | oan
size of well over twi ce that of non-DPM housi ng | oans.

The Housing Quaranty Loan Program (HG for Hungary was negotia ted in

late January, and was signed in My, 1994. The |oan supports the
rationalization of subsidies and the introduction of the DPM along wth
other housing finance refornms, and wll be acconpanied by extensive

techni cal assistance to both the Mnistry of Finance and the inplenenting
banks. An inportant part of the programin this area has been to encourage
conpetition from other |enders, and several banks other than the OIP have
expressed an interest in entering the housing market conditions required
by the HG agreenent have already been fulfilled: the targeting and
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reducti on of housing subsidies and the inprovenent of |egal procedures for
forecl osure and eviction.

ONGOl NG PROJECTS
The Housi ng Guaranty Loan Program

In 1993, a USAID team prepared the proposals for housing finance
sector reformthat formthe basis for the Housing Quaranty Loan Program
The policy conponents of the programinclude subsidy reform the design of
a consistent governnent housing policy, and efforts to inprove the |egal
framework with respect to foreclosure and eviction. These conditions have
all been substantially met. In conjunction with the devel opment by USAID
of the Deferred Payment Mrtgage to sustain affordability, the governnent
i ntroduced a new reduced | oan subsidy (buying down 4, 3, and one percent of
the | oan bal ance in consecutive five year blocks) at the start of 1994 and
in early 1995 inposed strict restrictions on the size and value of units
eligible for the housing construction grant (the former social policy
al | onance) . The changes in foreclosure procedures in 1994 were an
i mportant step towards perfecting |oan security. The law s prinmary effect
is to nake it possible to avoid lengthy |egal proceedings previously
required for foreclosure if a contract is carefully structured.

The noney wll be onlent by the government to participating
institutions for loans for purchase, construction, renovation of hones, or
for infrastructure investnents undertaken by local governnents. The
program agreenent was signed in My 1994. The Covernnent of Hungary has
finalized nost of the necessary terns and arrangenents and borrowing is
expected to take place in late 1995. The USAI D team has devel oped Program

I ndi cators and has begun to gather baseline data for 1993.

*! Douglas B. Diarmond, H Beth Marcus, Elaine B. Wis, Jozsef Hegedils, and
Kat hari ne Mark. Housi ng Guaranty HG 001. Housi ng Finance Restructuring
Program Program Descri ption Paper. May 1993.

Program Revi ew of the Hungary HG 001. July 1993.

* Law on Changes in Housing Subsidi es, Decenber 1993.

* "Program Agreement Between the Government of Hungary and the United
States of Anerica for Housing Finance Sector Reform"™ January 1994.

Dougl as B. Diamond. "Status Report on the HG Policy Action Plan." January
1994.

"Hungary: The Status of the HG I Policy Conponent.”

August 1994.

lStarred reports are also available in Hungari an.
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"New Directions for Housing Subsidy Policy in Hungary.'

August 1994.

. "Menorandum of Understanding with Respect to the End of
Project Indicators.” August 1994.

"Next Steps on Devel opi ng Success Indicators for HGI."

Decenber 1994.

"Key Policy Issues in the Housing Sector in Hungary."

Decenber 1994.

Techni cal Assistance to the National Savings Bank (OTIP)

USAID advisors worked with OIP to develop the Deferred Paynent
Mortgage (DPM, a loan instrument designed to increase affordability in
high inflation environnents. Further assistance in accounting, servicing,
and marketing was also provided to support the inplenentation of the
i nstrunent. By the end of June 1995, 2500 DPMs had been issued, with an
average | oan size exceeding tw ce the amount of the average non- DPM housi ng
| oan. USAID assi stance was provided in early 1995 to devel op and carry out
intensive training on the DPM and sal es techni ques for branch managers, and
| oan officers. Training will be offered to about 800 loan officers and
branch managers and is expected to be conpleted in Septenber.

Ruth A. Sando, WIIiam Mal oney, and H. Beth Marcus. "Technical Assistance
to the OIP." Novenber 1993.

Wl liam Mal oney. "Notes on Servicing |Issues Associated wth the
Introduction of the DPM" April 1994.

Eli zabeth Ml stein. "Training Proposal for the OIP. DPM Mort gage
Product." August 1994.

WIlliam Mal oney. "Technical Assistance to the OIP. Servicing |ssues”
August 1994.

Christine Ekkebus and Judy Tourtellot. "RFS 55: Training Program on the

DPM  OIP Bank. Budapest, Hungary." April 1995.
Trainer's Mnual. Custoner Oiented Housing Loans. USAID. Christine

Ekkebus, Judy Tourtellot. OTP: Péter Biro6, Bal 4&zs Horvath, Agnes Huszar,
Gabor Segesvary. April 1995,

Techni cal Assistance to Budapest Bank

In early 1994 advisors on product devel opment and credit nanagenent
worked with the Budapest Bank strategy team and other staff on preparing
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the bank to begin housing |ending operations. Addi ti onal assistance was
provided in 1995 in product developnent, and nortgage origination,
servicing, and funding. |If Budapest Bank decides to nove forward with its
housing lending programin the fall of 1995, a pricing advisor would also
be provided to assist them

Dennis Godfrey and Catherine Re. Report on Technical Assistance to
Budapest Bank. April 1994.

Catherine Re, Dennis Codfrey and Linda Winstein. Report on Techni cal
Assi stance to Budapest Bank from the Mortgage Advisor, Product Devel oprent
Speci al i st, and the Servicing Advisor. August 1994.

Cat herine Re, Linda Winstein, and Gordon C awf ord. Techni cal Assi stance
t o Budapest Bank. Mar ch 1995.

COVPLETED PROJECTS
Techni cal Assistance in Housing Finance

The Hungarian Mnistry of Finance requested assistance in devel opi ng
an unsubsi di zed
system of housing | oans. The project also provided an anal ytical basis for
devel oping a Housing @uarantee (HG Loan program in Hungary. The maj or
focus of the first phase of work was on the devel opnent of an alternative
nortgage instrunent that inproves the ability of Hungarians to borrow for
the construction or purchase of a honme, while permtting the governnent to
reduce or re-direct its current subsidies in this area. The team al so
reviewed current OIP operations in order to determ ne whether the bank
woul d be able to service the new instrunents and what sort of assistance
they would require. The team s report addressed several other obstacles in
the path of devel oping a market-oriented housing finance system including
| egal issues, and the difficulties in verifying incone data, and appraising
mar ket val ues. The report proposed that the deferred paynent nortgage
(DPM) be introduced, acconpanied by technical assistance to both I|enders
and regul at ors.

The Mnistry of Finance and OIP subsequently un dert ook several tasks
specified by the USAID team which were prerequisites for the HG project
identification mssion. These tasks included exam ning ways to strengthen
OTP's recoveries, addressing liquidity issues, and devel oping systens to
eval uat e housi ng subsi di es.

Reports

* Dougl as D anond, Panel a Lanoreaux, Marisol Ravicz. "Project Preparation
Report on Housi ng Finance in Hungary." October 1992.

Marisol Ravicz, Jbézsef Hegedis, and Katharine Mark. "Work Plans for
Anal ysis to Support the Deferred Payment Mrtgage." March 1993.
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Bal azs Horvath and Robert Kovacs. "An Inquiry into the Reasons for
Del i nquency in the Case of Hungari an Housing Loans." Septenber 1993.

Jézsef Hegedils and Katharine Mark. "Restructuring the Housing Subsidy
Systemin Hungary." Septenber 1993.

Joint World Bank/ Al D Budapest Project

This joint project began in the sumer of 1991. Staff fromthe Wrld
Bank, the Urban Institute, Metropolitan Research Institute and a nunber of
consultants worked on various papers in the areas of public finance and
housi ng i n Budapest.

One paper sunmarizes recent developnments in housing finance in
Hungary and in the real estate industry. Another advocates urgent housing
reform for reformng centrally-planned economes, especially in raising
rents to market |levels and undertaking rapid privatization. The aut hors
propose a housi ng voucher scheme as way of addressing equity concerns in a
housi ng gi veaway, and acknow edge that where ownership of housing has been
transferred to local governments, incentives are quite different and need
to be addressed in order to speed reform A third paper |ooks at
privatization in reformng socialist economes from the perspective of
| ocal governnents, using Budapest as a case study and nmeasuring its "public
sector net worth" as a neans of evaluating the nmunicipality's options. In
their discussion of housing, the authors conclude that especially for
districts with large volunes of substandard housing, a policy of giveaway
privatization is financially untenable.

The final paper argues that privatization of state-owned banks
without the true reform of the housing finance system is fraught wth

danger. The authors advocate a first step of preventing these "zonbie"
banks fromlending to any borrowers other than government; a second step of
controlling deposit rates and conpetition. Reform efforts should be

focused on nascent private narkets not on the state-owned savings banks,
whi ch should be phased out of existence as long-term private nortgage
mar ket s ener ge.

Reports

A nunber of background papers were produced by Anmerican and Hungarian
consultants in June, July, and August, including:

Antal Gyulavari, Andras Senjen, Istvan Gyoérgy Toth. "Financing the
Capital: The Wder Context." June 1991.

Anna Bukva and Gabor Péteri. "The Econom c¢ Characteristics of Local
Covernnents in Hungary." May 1991.
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Raynmond Struyk, Jozsef Hegedis, Mchael Heller, Katharine Mark, [|van
Tosi cs. "The Housing Sector in Budapest: Housing Finance and the Real
Estate Market." Wbrking Paper, Septenber 1992.

Robert M Buckl ey, Patric H Hendershott, Kevin E. Villani. "Rapid Housing
Privatization: Pay the Special Dividend and Get On with It." Sept enber
1992.

James R Alm and Robert M Buckley. "Privatization by Local Government in

Ref ormi ng Economies: A Net Wrth Perspective." Septenber 1992.

Robert M Buckley, Patric H Hendershott, Kevin E Villani. "Mort gage
Finance in Transitional Socialist Econom es: Wat Should be Done with the
St ate Savi ngs Banks?" Septenber 1993.

Private Mrtgage Bank Feasibility Assessnent

In response to a request by the International Finance Corporation,
USAI D consul tants undertook an assessnment of the conmmercial feasibility of
establishing a private housing finance institution in Hungary. Gven the
absence of viable affordable housing finance system in Hungary, and the
enormty of the task of restructuring OIP, it was argued that the
introduction of a private de novo housing finance institution nmay be the
nost appropriate way to encourage the developnment of a fully commrerci al
nort gage i ndustry.

Based on neetings held with the Hungarian National Bank, OIP, the
Mnistry of Finance, private banks, and potential i nvestors, the
consultants' report reviewed the operations and financial risks of the
nort gage banki ng business in the context of the Hungarian housi ng market.

The anal ysis concluded that private nortgage banking is feasible in
Hungary, although there are nmany issues that nust first be addressed. For
exanpl e, many of the functions typically subcontracted in other econom es
woul d, at least initially, have to be done "in-house,” which will increase
costs. Fundi ng sources and instruments would have to be devel oped from
scratch. Most inportantly, the program would have to be narrowy targeted
to nmore affluent households in order to adequately control risk. The final
report recommended the use of a LIBORindexed ECU denom nated loan with a
three-year conversion option as a nortgage instrument that would allow
investors to quantify the risk of default and expect a positive real
return.

Reports
Kevin Villani, Katharine Mark, and Jbézsef Hegedis. "Report on the

Feasibility of Establishing a Private Mrtgage Institution in Hungary."
March 1992.

Mort gage Fi nance
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This joint USAIDWrld Bank project was designed to prepare a
strategy for housing finance resource nobilization in Hungary. A paper by
Gnen Ball evaluated the risks and avail abl e indices as background for the
possible introduction of dual indexed nortgages. Consultant Patric
Hendershott wote a report proposing a new nortgage instrument (a |lowstart
nortgage, used in Australia, which is very simlar to the DPM now avail abl e
through OTP) for use in Hungary.

Reports

Gnendol yn Bal | . "I ssues for the Use of Indexed Mrtgages in Hungary."
Draft, April 1991.

Patric Hendershott. "Housing Finance in Hungary: A Proposal." July 1991.
Gnendol yn Ball. "Dual -1 ndexed Mrtgages in Reform ng Socialist Econom es:
Evaluating the R sks and Institutional Requirenents.” Housi ng Policy

Debate, Volune 3, |ssue 3, 1992.

1. Strengthening Local Governnents

Local governnents in Hungary have been delegated enornous
responsibilities and uncertain rights in the past five years. The | aw
defining the responsibilities and powers of |ocal governments (the Law on
Local Government), passed by the Hungarian Parliament in the summrer of
1990, and the subsequent Transf er of Property Act, gave wide

responsibilities and transferred ownership of substantial assets

including housing and infrastructure - to local governnents while
insufficiently defining their rights. For example, while the |aws gave
| ocal governnment the ownership of the state rental stock units, they left
critical issues such as setting rents and determining the installnment |oan
terms of their privatized housing unresolved until the advent of the nuch-

del ayed Housing Act. When the Rental Act was passed in md-1993, it
included a one-year noratorium on raising rents and its nmeasures on
privatization were not finalized until Mrch of 1994. Local government

taxing powers also remain severely limted, while their access to central
governnent transfers has becone nore uncertain.

Local governments are in great need of assistance in noving toward a
market-oriented and rational housing policy, including land use planning
and infrastructure provision for new housing devel oprnent. Local civil
servants require assistance to fornulate strategies for neeting the housing
needs of their cities while effectively using the resources that have been
transferred to themfromthe central governnment. The situation in Budapest
i s made somewhat nore conpl ex by the double | ayer of municipal authority of
the twenty-two districts and the Budapest Gty Government. The roles and
responsibilities of the two levels are not clearly defined and there are
frequent areas of confusion and potential conflict.
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To date, projects of The Ofice of Housing and U ban Prograns have
focused on providing technical assistance to |ocal governnents with the aim
of denmonstrating particul ar approaches which then can be enul ated by other

muni ci palities. A major worry of |ocal governments has been the rental
stock transferred to them in 1990 and 1991. USAID work in the areas of
managenent , housing allowances and ©privatization has already been

di ssem nated widely around the country. The Szol nok project has resulted
in the introduction of income-tested housing allowances, an increase and
rationalization of rent levels, and the introduction of conmpetition into
housi ng nanagenent . After local elections and the end of rapid
privatization, many |ocal governments wll be reexanmining their housing
pol i ci es. A seminar for |ocal governnents on housing all owances was held
in the spring of 1993 and an eval uati on of the housing all owance programin

Szolnok will be conpleted in 1995. |In addition a training program on asset

managenent is now being offered to nmunicipal officials by Hungarian
trainers in conjunction with M OK a Hungarian training institute.

Oher USAID work with local governnents has included work with
districts in inner city Budapest to develop mobre sensible privatization
strategy and sales terns; the design of a renovation |oan programfor newy
privatized condom niuns; assistance to Budapest in undertaking an
industrial rehabilitation project; and extended technical assistance to the
city of Kecskenét in the area of planning procedures and to the city of
Szol nok in devel oping a housing strategy. |In addition, USAI D has devel oped
a course for local governnent officials on developing |ocal strategies,
housi ng fi nance, housing devel opnent, and the rental sector.

In 1993, USAID assistance to |ocal governnents began to address
infrastructure finance in addition to housing policy. A first study
provided an overview of the new responsibilities of nunicipalities in
infrastructure devel opment and operation, and the assistance needed in
muni ci pal finance, capital planning, local tax policy, and infrastructure
fi nance. A report on lending to municipalities shows that cities still
have unnmet credit needs. A conference on nunicipal credit held in June,

1994 provided sonme useful ideas for addressing this need. Specific
techni cal assistance projects that included work on budgeting and utility
user charges were started in Budapest Districts XMII and XMII1, Szeged, and

Szol nok. An anbitious budget reform process is underway in Szolnok and is
now begi nning in several other |ocal governnents.

A. Housing Policy

Local housing policy in Hungary has been in a state of confusion for
several years, but in the last year a nunber of unaddressed national policy
i ssues have been settled. In md-1993 Hungarian Parlianment passed the much
awai ted Rental Housing Act, which contained a nunber of inportant mneasures.

One established definitively that |ocal governnents have the right to set
rents for nunicipally owned flats, but decreed a noratorium on rent rises
until the end of June 1994. Another affirnmed the right of private
landlords to evict tenants under new |eases wthout requiring them to
provide alternative accomodation. This provision applies in a nunber of
circunstances such as violations of the lease by the tenant; it is also
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possible to termnate tenure for no reason, if three nonths' notice is
gi ven.

A revised Act (1994) also established the tenants' right to buy their
units for a one-year period with a five year "protection period" in which
the unit cannot be sold to a third party. Pensioners are protected for the
rest of their lives. The only reasons which exenpt the |ocal governnent
from being forced to sell are the existence of a detailed rehabilitation
pl an or plans to denolish the building.

The original Act's ceiling sales price of 50 percent of narket price
i s replaced by anbi guous | anguage that "the | ocal governnent nmust take into
account the fact that the flat is occupied.” (H storically, with the
strong tenant rights that have existed, courts have interpreted the val ue
of an occupied flat to be about 50 percent of an enpty flat.) The new act
also requires that |oans must be given for at l|least 25 years, with equal
i nstal |l ment paynents, and a nmaxi mum 10 percent down paynent required. | f
a tenant decides not to buy, he or she retains the right of first refusal;
commercial tenants are not given the right to buy, but they do have a right
of first refusal. Most | ocal governnents offer very preferential sales
prices. Throughout Hungary privatization has accordingly been taking place

rapidly over the past year. By Novenber of 1995 - the end point of the

mandated right-to-buy policy - municipal rental stock will be much snaller
and of lower quality, and local housing policy wll need to change
dramatically.

ONGOl NG PROJECTS
Szol nok: Devel oping a Local Housing Strategy and Rental Policy

On May 1, 1993, Szol nok introduced an income-tested housing all owance
system in conjunction with new higher rents for its municipal stock,
becom ng the first Hungarian |ocal governnment in both these steps. These
results, achieved with the technical assistance the city has been receiving
from USAID since April, were part of a larger effort to devel op a housing
strategy for privatization, develop a nore efficient housing market, and
obtain nore effective managenent services for the remaining social housing
st ock. As part of this process, the city conducted a survey of housing
units and occupants to provide accurate data for structuring and estinating
the cost of establishing a housing allowance to protect |owincone
househol ds from the full effect of the planned rent increases. A housing
managenent specialist worked with the city Housing Ofice to establish nore
effective oversight of the I KV and devel op a conpetitive contracting system
for managenent in the future (this conponent is described in section II11).

Thi s program denonstrates the strategi c approach to resolving issues
that are currently worrying nost Hungarian |ocal governnents. It
illustrates the effectiveness of the strategy development process on
bui | di ng consensus and reducing the public's uncertainty. Mst inportant,
it showed that a Hungarian |ocal governnent can introduce incone-tested
subsidies and raise rents, both policies which were largely viewed as
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i mpossi bl e. At the highest point nore than a thousand households in
Szol nok were receiving housi ng al | owances.

An evaluation report of the housing allowance system is being
pr epar ed. Further advances on the housing strategy have been inpeded by
the uncertain |l egislative environment of the past years, especially because
of the required privatization (under changing national requirenents) and
the noratorium on rent increases. Now that the national |aw has been
settled and once the right-to-buy period expires, it is hoped that the
anbitious reformproject will continue.

Reports
Kat harine Mark and Jeffrey P. Telgarsky. "Trip Report." April 1992.

* Toni S. Baar, Katharine Mark, Jeffrey P. Telgarsky, lvan Tosics, Katalin
Zséanboki . Proposals for the New Housing Strategy of Szolnok: Executive
Summary and Background Papers . August 1992.

* Toni S. Baar, Charles Hanson, Katharine Mark, Jeffrey Telgarsky, |van
Tosics, Katalin Zsanboki. "Draft Docunents on the Inplenentation of Rent
I ncreases and Housing Allowances in the Gty of Szolnok." Novenber 1992.

- Decree and Justification for Adjusting Rents and |ntroducing
Housi ng Al | owances

- Adm nistration of the Housing and Wility Al owance Program

- | npl enentati on Pl an
* Decree N. 44/1992 (XI1.15) KR of the Minicipality of Szol nok county town
concerni ng housing allowances, rents, and the sale of nunicipality-owned
rental flats. Decenber 15, 1992.

* |Informati on bookl et on housing and utility allowances, wth application
form February 1993.

Kat harine Mark. "Inplenentation Report, Phase |I." March 1993.
* Amendments to Decree N 44/1992 (XI1.15), August 1993 and February 1994.

Carol Rabenhorst and Katharine Mark. "l ssues to Consider in Preparing a
Local Decree on Housing Privatization.” MNarch 1994.

Katharine Mark. "Status Report on Technical Assistance to Szol nok:
| npl enent ati on of the Housing Al owance Program ™ May 1994.

Katharine Mark and Ivan Tosics, wth Sandor Erdosi. "Evaluation of the
Szol nok Housing Al |l owance Program ™ Forthcom ng.

COVPLETED PRQJECTS

Budapest: Urban Devel opnent and Rehabilitation
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Early work with Budapest's O fice of Rehabilitation exam ned the ways
in which the Ofice could make a positive contribution in the present
institutional structure. Wth the Districts now the new owners of the
housi ng stock and the decrease in both control and transfers from central
governnent, the role of the Ofice of Rehabilitation is changing fromits
former tasks of direction and allocation of investnent resources to a nore
cooperative and managerial function in which it can advise and support the
Districts in their investnent decisions. The Departnent, like the CGty,
will need to exam ne ways to foster a cooperative relationship between the
Gty and the Districts. Since the local elections held in late 1994, the
newy elected Free Denocrat-Socialist coalition is reexamning the
muni ci pal rol e in housing.

At the request of the Mayor of Budapest, USAID began to provide the
Gty of Budapest with assistance in planning and urban devel oprment, both at
the project level and through strengthening the Cty's capabilities in
econom ¢ analysis, strategic planning and capital budgeting. Priority
projects identified by the Myor's Ofice include rehabilitation of
industrial zones such as the Lagymanyos area in District X, infrastructure
finance in the eastern Pest districts (see Section IIB), and inner city
revitalization (section 111). The Gty Covernnent has also requested
assistance in developing a long term economc strategy for urban
devel opnent .

During the initial mssion, the scope of discussions was wi de-rangi ng
focusing on indus trial and residential rehabilitation, transportation and
public works devel opnent, project budgeting and financing nethods and the
system of Cty -level and District -level approaches to master planning,
urban desi gn and devel oprment control .

Based on these discussions, the team reconmended a program of
t echni cal assistance to:

1) develop a strategy for the urban economc revitalization and
restructuring of the city's industrial, comercial and resi denti al areas;

2) facil itate the devel opnent and self -financing of infra structure
syst ens;

3) i ntroduce new  net hods of public -private r eal estate

devel opnent; and

4) pronote new nethods for strengthening citizen and inter-
governnental participation and cooperation as it relates to urban econom c
devel opnent planni ng and policy -making.

As the first conponent of USAID s assistance, a teamvisited Budapest
in late 1993 to assess the Lagymanyos project. Principal recomrendati ons
focused on assistance in establishing a public-private devel opnent
corporation to manage the project, expert review of the proposed
devel opnent, and training to build institutional capacity. For various
institutional reasons, the nunicipality decided not to continue this
proj ect.
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Reports
Kat harine Mark and Jeffrey P. Telgarsky. "Trip Report." April 1992.

* Jeffrey P. Telgarsky. "Gty of Budapest Departnment of Rehabilitation.
Urban Renewal Program - Strategy Options." April 1992.

* David Dowal |, Katharine Mark, |van Tosics. Assi stance in U ban Pl anni ng
and Devel opnent: Report of Field Mssion to Budapest. Qct ober 1992.
* Mchael Beyard and Alexis Victors. "Assistance to the Gty of Budapest

to Redevelop the Lagyményos Industrial Area: Report of Field Mssion to
Budapest." March 1993.

Kecskemét: Strengthening the Local Government Role in Devel opnent

USAI D consultants worked with the Gty of Kecskemét between 1991 and
1993 to address the local government's role in the urban planning and
housing process and the developnent of strategic skills in the city
gover nnent . In addition to working closely with the Mwyor and nuni ci pal
staff to devel op a nunber of recomrendati ons concerning inprovenments of the
pl anni ng process and the pronotion of public participation, the consultants
organi zed goal -setting workshops which were attended by el ected officials,
governnent staff, and nmenbers of the public. Their final reconmendations
were outlined in an Uban Developnent Concept. These include the
establishment of an independent asset nanagenent agency, a specialized
organi zation to function as the city's "master devel oper”, and an in-house
pl anni ng studi o; undertaking inprovenents to the water and sewage di sposal
system inproving environnental protection through the planning and permt
process; and encouraging nore active citizen participation.

Parallel to this work a USAID consul tant has prepared a paper on |and
use policy in Hungary. The report describes current planning procedures
and the relevant |egal framework, and nmakes suggestions for inprovenents.
This work has been carried out in close cooperation with the Mnistry of
Envi r onnment which was preparing new legislation (the Building Law)
affecting the planni ng procedures of |ocal governments.

Reports
* Adam Krivatsy and Walter Mnasch. Phase One Progress Report: Techni cal

Assistance to Local Self-Governnents for Facilitating Private Housing
Devel oprment . Sept enber 1991.

* . Phase Two Progress Report. January 1992.
* . Fi nal Report. My 1992.
* Kenneth Baar. "Hungarian Land Use Policy in the Transition to a Market

Econony with Denocratic Controls." Septenber 1992.
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* Krivatsy and Monasch, with Jézsef Merasz. "Wat Can W Do for the Future
of Kecskemét? An Urban Devel opnent Concept." Novenber 1992,

Csilla Keresztes Nagy. "Summary Report of USAID Technical Assistance in
Urban Devel opnent to the Gty of Kecskenét, Hungary." Cctober 1993.

Local Housing Strategy Traini ng Course

Hungarian and Anerican consultants coll abor ated to develop a
curriculum for a course for |ocal government officials. Topi cs i ncl uded
the rental sector, housi ng fi nance, housi ng devel opnent, and the
devel opnent of a local housing strategy. The pilot course took place in
Decenber of 1991, and although it was well received, the delay in passage
of the Housing Act had a strong danpening effect on all Hungarian | ocal
governnents in their desire to devel op new housing strategies.

Product s
* Robert Dubinsky, Katharine Mark, |van Tosics. Curriculum for Training
Course on Local Housing Strategies in Hungary . June 1991. This includes

both printed naterials and conputer software for housing finance,
devel opnent, housi ng needs assessnents and privatization.

Privatization Strategies for Inner City Districts

After the Transfer of Property Act - effective Septenmber of 1991 -
made them owners of the public rental stock, nost Budapest District
Councils decided to sell a substantial share of the State-owned rental
units transferred to them Gven this decision the central question becane
the terms on which the unit should be offered for sale. In Cctober of
1991, a USAID team worked with the Inner Gty Districts to examne the
options. Their work included simulations of different financial packages
(conbinations of different types of nortgages and different |evels of
di scount), a discussion of alternative arrangenents for originating and

servicing these |oans - the district, through IKV or another conpany,
acting as its own banker or purchasing these services from the OIP (the

Nati onal Savings Bank, the traditional nortgage |ender) or other banks -
and a description of salient issues involved in the districts preparing the
sal es contract and | oan agreemnent.

The team presented its conclusions to officials fromfive inner city
districts. They recomrended that the districts give full consideration to
the adoption of the Price-Level Adjusted Mrtgage (PLAM, which is
relatively straightforward to admnister as well as offering effective
protection to the lender at high levels of inflation wthout exceeding an
acceptable share of the borrower's incone. In addition the team
reconmended a flat rate discount over proportional discounts. The team
also had recommendations with regard to appraisal nethods and the fee
structure for loan origination and servicing, and specific advice about
changing the sales contracts currently in use by the districts.
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Reports

* Struyk, Heller, and Mark, "Financing Sales of Budapest Districts' Rental
Housi ng", COctober 1991.

* JO0zsef Hegedis, M chael Heller, Katharine Mark, Raynond Struyk, and Ivan

Tosi cs. "Privatization Strategy for the Rental Apartnents Omed by the
Sel f-Governnents in the Budapest Inner Cty Districts.” January 1992.

B. Muni ci pal Fi nance

Large anong the increasing responsibilities of |ocal governnents is
the devel opnent and operation of much of the country's infrastructure,

which - as in other Eastern European countries - is currently in far bel ow
adequate condition. The local governnments are facing this new task in a
fluctuating environment, wth both their financial and institutional
structures undergoing rapid change. While local governments have been
given greater decision-nmaking power, central subsidies for infrastructure
devel opnent have declined. At the same time operating charges for public
utilities which were heavily subsidized by the central governnments are now
being liberalized, so that users are having to devote nuch | arger shares of
their income to heat, water, and power. In early 1995, energy prices rose

by an additional sixty percent for consuners.

A broad range of areas for assistance was identified by USAI D and
wor k has begun on several topics. On the financial side, areas in which
muni ci pal skills could be strengthened include capital budgeting, project
preparation, cost recovery, and |ocal tax base estinmation. Help for the
new institutional framework should include collections and delinquency

managenent, pricing, and the regulation of wutilities. The Mayor of
Budapest has requested assistance with the enornous utilities arrears
problemin the capital. Assistance provided recently has included a budget
reform project in Szol nok and assistance to Szeged in assessing a |oan for
sewage investment. USAID has just conpleted a reconnaissance of the
muni ci pal infrastructure finance at the national |evel and is now begi nni ng
a major study of central subsidies for infrastructure, which wll include

reconmendations for reform

Toward A National Assistance Plan for Minicipal Infrastructure Financing

A reconnai ssance was conducted of the current status of nunicipal
infrastructure finance. Three reports were produced. The first report
| ooks at the infrastructure conponent of the Housing Quaranty Loan Program
and recommends that AID concentrate its efforts on nortgage and housing
fi nance and use HG capital funds to support |ocal infrastructure investnent
only as part of a housing finance program The report also recomrends a
work plan to support nunicipal infrastructure devel opnent. The second
product is a draft work plan for the work requested by the Mnistry of
Finance to wundertake an analysis of the Hungarian system of |ocal
infrastructure finance and proposed refornms in this system The third is a
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background report describing infrastructure investnments within the context
of municipal budgets, the needs of each sector and sources of financing.
Particular attention is given to the systemof central grants.

Reports

Ceorge Peterson. "Recommendations for Infrastructure Portion of Housing
Quaranty Loan and Proposed Wrk Plan.” June 1995.

Ceorge Peterson. "Analysis of the Hungarian System of Local Infrastructure
Fi nance. Proposed Wrk Plan.” June 1995.

Juliana Pigey. "Toward a National Assistance Plan for Minicipal
Infrastructure Financing in Hungary. Phase |I. Background Report." April
1995.

Ref ormi ng The Muni ci pal Budget Process

A USAI D advi sor worked with the Szol nok nunicipal staff to reviewthe
annual budgeting process and to develop a work plan for budget reform
program At present the budget enphasizes line itemdetail with little to
assure understanding of city progranms or services, nor does the budget
di stingui sh between capital and budget expenditures. There is no multi-
year forecasting, cost analysis and budget nonitoring or analysis.
Szolnok's effort to reform their budgeting process could be a valuable
denonstration to many other |ocal governnents.

USAID is continuing to support nunicipal of ficials in Szolnok on
their budget reformproject and is designing an extension of the project to
i nvol ve other cities. A sem nar on program budgeting and budget reform
given in Pécs in the sumer of 1995 was attended by fifteen participants
representing six Hungarian cities, and all cities expressed their interest
in further activities related to this subject.

Both the Mnistries of Finance and of the Interior are being kept
informed of the project and USAID was asked to prepare a short article on
the subject for publication in the Mnistry of Interior's newsletter which
is distributed to all Hungarian municipalities.

Reports

Philip Rosenberg. "Proposed Wrk Plan for Reform of the Szol nok Budgeting
Process." Novenber 1994,

Philip Rosenberg. "Notes on the Local Budget Preparation Process in
Hungary." March 1995.

Philip Rosenberg. "Budget Reformin Szol nok." July 1995.

Philip Rosenberg. "Wrk Plans for the Minicipal Budgeting Project.” July
1995.
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Ya Menor andum of Under st andi ng. Szol nok Program Budgeti ng Work
Pl an

Ya Proposed USAID Wrk Plan for the Expansion of the Minicipal
Budgeting Project in Hungary

Ya Proposed Budget Training Cutline

Szeged: Advice on the Proposed Water/ Sewage Joint Venture

As part of the World Bank's planned project in the water and sewage
sector, USAID is providing funding for technical assistance to Szeged in
reviewing a proposed water and sewerage joint venture with a French-Dutch
enterprise (Conpagnie Générale des Eaux and Kruger). Based on a first
visit in June of 1993, consultants prepared a report outlining key issues
the city would need to consider in meking an informed decision about the
CCGE/ Kruger proposal, including a recommendation that the city undertake
further analysis. They also developed a capital planning nodel and began
totrain city staff.

In the autum, the city assenbly voted to refuse the CGE proposal ; an
amended proposal was to be voted on in late February of 1994 USAI D
contractors submtted comrents on that proposal as well. In late 1994 a
USAID admi nistrator visited Szeged to help the city prepare the financial
proj ecti ons necessary in the pre-apprai sal phase for a Wrld Bank | oan for

sewage i nprovenent. In 1995 USAID provided training to city staff Ya in

Budapest and Szolnok as well as Szeged % 1in the capital planning nodel,
and is preparing a case study on the city's experience wth the
privatization of the water and sewage conpany.

Reports

* Benjamn Darche and James M Kelly. Fi nanci al Advisory Report to the
City of Szeged, Hungary, for the Privatization of the Water and Sewer
System  August 1993.

Ron Perry. "Financial Projections and Assessment for the Wrld Bank Project
Feasibility Questionnaire." Decenber 1994.

Benjam n Darche and Janes M Kelly. "The Gty of Szeged VWater and Sewer
System Privatization; A Case Study." Forthconi ng.

COVPLETED PROJECTS
Background Paper on Mini ci pal Lendi ng

As background for technical assistance being provided to various
| ocal governnments and for the Housing Guaranty Loan Program which incl udes
a conponent for infrastructure lending to |ocal governnments, a report was
prepared on nunicipal lending in Hungary. The National Savings Bank (OTP)
dom nates the market with over 90 percent of municipal |oans and 96 percent
of local governnent bank accounts. There has been a | ow | evel of nunicipal
i nvestment borrowi ng and consistently high short-term cash-fl ow borrow ng.
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In addition several |ocal governments began to issue bonds in 1993 which
may be a growing trend. A nunber of banks expressed interest in entering
the market to challenge OIP' s nonopoly, although they wll have mnmany
obstacles to overcone, including the shortage of long-term funds and a
consi derabl e investnent in institutional devel oprent.

Report

Jézsef Hegedis, Katharine Mark, and Juliana Pigey. "Municipal Lending in
Hungary: Background Paper." March 1994.

Muni ci pal Credit Conference

A regional co nference on nunicipal credit systens was held in Hungary

in June, 1994. Seventy representatives of |ocal governnent and central
governnent, and private sector lenders from Poland, Hungary, the Czech
Republ i c and Sl ovaki a, t oget her with i nternational experts and

representatives from USAID and from other donors participated in the
seni nar.

Reports

Juliana Pigey and George Peterson. "Minicipal Lending in Eastern Europe: A
Background Paper." June 1994.

Ceorge Peterson and Juliana Pigey. "East FEuropean Minicipal Cedit
Sem nar. Conference Proceedi ngs and Anal ysis." July 1994.

Dstrict XVI| and XVII1: Infrastructure Fi nance

In Decenber of 1993 a USAID team began work wi th Budapest Districts

XVI1 and XVI11, which have the | east sewerage coverage in the capital city.

The team assessed the available neans for local governments to finance

their needed investments, and preparing a specific agenda of technical

assistance which can strengthen the skills of nunicipal staff in

considering alternative financing techniques and in capital planning and
budget i ng.

Report
Philip Rosenberg, Katharine Mark and Juliana Pigey. "Minicipal Strategies
for Infrastructure Finance: Planned Sewage Projects in Two Budapest
Districts.” March 1994,
Assessi ng Needs for Local Technical Assistance in Infrastructure Finance

In the spring of 1993 a team of USAID consultants visited a nunber of

Hungarian |ocal governnments in order to assess the types of technical
assistance that mght be nost beneficial to strengthen staff skills to
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finance investnents. Wth both the financial and the institutional
structure of local governments in a state of transition, a wi de range of
areas for assistance was identified. On the financial side, skill-building

should include capital budgeting, project preparation, cost recovery,
devel oping strategic capabilities, local tax base estimation, and |inking
i nvestnents to economni c devel opment strategies; in the institutional arena,
streanmlining the organization structure, <collections and delingquency
managenent, the regulation of utilities, and efficient property nmanagenent.

At the central level it was recomended that work be done on new financi ng
mechani sns, |ooking at matching grants and off-budget funds. Pot ent i al
sites to begin assistance included Szol nok, Szeged, and Budapest Districts
XM and XM 11.

Report
David Dowall, Jbézsef Hegedis, Katharine Mark, and |[Ivan Tosics.
Est abl i shi ng a Fr amewor k for Muni ci pal Techni cal Assi st ance in

Infrastructure Fi nance. Cct ober 1993.

I11. Housing Managenmein and Renovati on

In 1990, approximately 50 percent of t he housing in Budapest, and 20
percent nationwi de, was state-owned; much of it in bad repair after decades

of negl ect. Only a small fraction of nanagement costs is covered by the
low rents (approximately 4.5 percent of inconme) set by the national
governnent in January of 1990. Few | ocal governnents in Hungary have

raised rents since then. (A notable exception, the city of Szol nok, which
raised its rents with USAID assistance in My of 1993, is discussed in
section Il.) The rental stock has been traditionally managed by the state-
owned managenent conpany, the [KV, wdely reputed to be extrenely
inefficient. Reviews of IKVs in several localities found that they perform
only emergency repairs and al nost no routine maintenance, despite extrene
over st af fi ng. Sone IKVs in Hungary have attenpted a variety of reforns,
i ncluding contracting out repair and renovation work, and subdivision into
autononous units of their different functions, but the general view that
they are not performng adequate nmaintenance persists. Al t hough sone
private managenent firnms exist, they are alnost entirely confined to
Budapest, and they are not the rule, even for |ong-tinme condom ni uns.

New y privatized buildings (estimated at present to be at |east half
of the 1990 public stock) have special problens. In addition to inheriting
buildings with enornous deferred nmaintenance, the new owners often are
unprepared for either the responsibility or the financial demands of
owner shi p. Because of the new Rental Housing Act, it is expected that by
March 1995 that many additional tenants will have purchased their flats,
and that many of the new owners will have relatively | ow incomes.

On the one hand USAID has worked to offer managenent alternatives to
| ocal governments through devel oping asset managenent skills and through
i ntroducing conpetition into the managenent of the rental stock. After
sone initial work in Budapest's District Il, the asset nmanagenment program
in Szolnok advanced quickly in these two areas, and other cities have
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expressed interest in the asset managenent training course devel oped as an
outgrow h of the Szol nok project. The conpetitive process for selecting a
managenent conpany whi ch proved highly successful in Szolnok will also be a

val uabl e denonstration for other cities. A separate effort focuses on
privatel y-owned buildings. To that end a training course for condom nium
associ ati ons has been devel oped and will be nade w dely available by md-
1995.

The financing of rehabilitation remains an intractable pro bl em

especially in inner city Budapest. Al though well-received by |eaders both
in District VI and other districts, the USAID renovation | oan design has
not yet been inplenmented for political reasons. This is an issue that
shoul d be addressed further, and from several angles, especially now that
the national Rental Act has been finalized and | ocal governnents wll put
their own privatization regulations in place. A new assistance effort is
pl anned for Budapest which will include work with the |ocal government and
pilot projects with individual condom niuns. The renovation | oan guarantee
program designed for District MI in 1992 should prove to be a useful
vehicle for the many local governnments trying to assist new condom ni uns.
In addition, the condom nium managenent training course wll include a
speci al nodul e on rehabilitation.

ONGOl NG PROJECTS
Asset Managenent Trai ni ng Course

Based on the experience in Szolnok (described below), a training has
been prepared which can be offered to |ocal governments to hel p nunici pal
staff establish a viable asset managenent function. It includes conponents
on the role of the owner, financial nanagenment, naintenance and security,
as well as a description of the process for holding a conpetition for
property managenment services, and structuring a good nmanagenent contract.

Four Hungarian trainers have been trained, and pilot training
sessions were held in early 1995.

Reports

* Toni S. Baar. "Manual for Asset and Property Managenent Sem nar.”
Decenber 1993.

Toni S. Baar. "Asset and Property Managenment Training Programin Hungary:
Project Status Report."™ June 1994.

* Antonia Sanders. "An Introduction to the Principles of Asset and

Property Management. A Training Manual for Hungarian Local Governments.”
Revi sed and updated by Katharine Mark and Dale M| bauer. April 1995.

Rehabilitation in Budapest Inner Gty Districts
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In the spring of 1993 a report was prepared summarizing current
rehabilitation efforts in inner city districts in Budapest. Wile the |ack
of funds is <clearly a major problem for districts in undertaking
rehabilitation, their efforts also suffer from insufficient focus on
financial aspects (partially due to the lack of staff expertise), no
conpr ehensi ve planning, no coordination with the city or each other, not
enough realism in project design, and ineffective partnerships with the
private sector.

Csilla Sarkany. "Budapest Inner City District Rehabilitation." Cctober
1993.

Condomi ni um Associ ati on Trai ni ng Course

As an outgrowth of work wth inner city Budapest districts on
privatization and rehabilitation, consultants from U and CHF worked wth
five Hungarian advisors to develop nmaterials for a training course to be
given to board nenbers, nmanagers and unit owners in newy privatized
condomi ni umns. Two pilot courses were given by the Hungarian advisors in
1993, and were extrenely well received by capacity attendance.

The Hungarian advi sors included experts affiliated with the Mnistry
of Interior and the 1KV of District V, and a leading authority on
condom ni uns who was formerly associated with the Mnistry of Environnment
where he drafted housing legislation currently in effect. The training
materials focus on the rights and obligations of condom ni um ownershi p and
common organi zati onal and operational issues. They have been devel oped in
conjunction with three nodel condom niuns in Budapest.

In early 1994 work began to institutionalize the course. USAI D
contractors have sel ected Magyar |péariszovetség Cktatéasi Kozpont (M OK) as
a partner institution, have identified twelve Hungarian trainers, and have
begun work on refinenment of the curriculum and narketing the course. The
five training modules will cover legal, financial, organizational issues,
mai nt enance and rehabilitation. Pilot sessions were held in April of 1995,
and the course is expected to be offered widely on a self-financing basis
by the end of the year.

Reports

* Carol S. Rabenhorst. "Condom ni um Qperations and Managenent in Budapest:
Status and Inplications for the Future of the Privatized Housing Market."
Sept enber 1992.

Carol S. Rabenhorst. Condom nium Operations and Managenent Training
Manual . February 1993.

* Carol S. Rabenhorst, R chard T. Oaens, Béla Csabai, |ldikdé Kakuk, Agnes
Karl ovich, Jozsef Pal, and Edit Szanto. Condoni ni um Operations and
Managenent Trai ni ng Manual . (Hungari an version.) January 1993.
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Abigail Calkins. "Hungary Trip Reports.” March and July 1994.

* Condom ni um Associ ati on Training Manual. Prepared by Carol Rabenhor st et
al . (including Hungarian training advisors.) January 1995.

COVPLETED PROJECTS
Szol nok: Devel opi ng the Asset Managenent Function

Managenment of the nmunicipal housing stock has undergone dramatic
reformin Szolnok. A property managenent expert started working with the
Housing O fice's new asset managenent staff in the autum of 1992 to set up
procedures for contracting out and nonitoring nanagement of the rental
stock. In md-Cctober, an asset managenent training program was conducted
for rmunicipal staff menbers. A detailed analysis of the IKV s current
operating costs was prepared, highlighting the ineffectiveness of current
financial reporting and the inportance of establishing accountability. In
preparation for a conpetitive bidding process, city staff and the USAI D
team conducted a survey of the selected flats, and devel oped nmanagenent
criteria, new budget formats, and selection criteria. A request for bids
for the managenent of 158 units was issued in January, 1993.

On April 1, 1993, the winning contractor, a private firm (Ti szaber),
took over management of the pilot units. Over the next few nonths, the
managenent specialist worked wth city staff to perfect nonitoring
techni ques and to review performance by both the private firmand the KV
which itself wunderwent a transformation when it becane a joint stock
conpany named Szollak, signed a new contract with the city (based on their
contract with the private firn), and began to conply with the new financi al
reporting requirenents. The city expects to hold conpetitions for
addi tional blocks of flats in 1994.

Final reports include a summary of the inplenentation of asset
managenent training and the introduction of conpetition into property
managenent, and an evaluation of the pilot project itself. The eval uation
is conprised of a careful analysis of financial reports, a tenant survey,
and interviews with the private nanagement firm and the city housing
of fice. Results include the inportant finding that managenent overhead
costs charged back to the buildings are nmuch |ower under Tiszaber's
managenent than was the case when | KV nanaged the units. This neans that a
much | arger percentage of the buildings' rental income is now going toward
mai nt enance and operating expenses than was the case wunder prior
nmanagenent .

Reports

* Toni S. Baar. An Introduction to the Principles of Asset and Property
Managenent . Cctober 1992.
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* Toni S Baar. "Qperating Cost Subsidy: An Analysis of the Costs
Associated with the Managenent of Minicipally-Omed Rental Housing in
Szol nok." Decenber 1992.

Toni S. Baar and Katharine Mark. "Final Report on the Szol nok Pilot Asset
and Property Managenent Program” October 1993.

* Toni S. Baar. "Evaluation of the Szolnok Housing Managenent Pil ot
Project."” MNarch 1994.

District VI1: Financing Renovation of Newy Privatized Housi ng

Assistance was provided to the government of District VII in
designing a programto ensure that |oans are available on affordable terns
for the conpletion of deferred mai ntenance and partial renovation of newy
privatized condom ni uns. The program included extensive review of |egal
i ssues, and the use of a deferred paynment |oan instrument to be used by the

Nati onal Savings Bank (OIP). This neasure was tied to a change in
privatization strategy which has not yet been accepted by the D strict
Counci | . Support has been offered to the District should they feel that

the programis likely to go ahead. The program description has al so been
di ssem nated to other |ocal governments.

The principal features of the proposed programare as foll ows:

1) The District will ensure that a renovation fund is established
for each building with OIP at the required time during the privatization
process. This is necessary so that the owners in the privatized buil di ngs
are eligible to participate in the program of governnent subsidized |oans
now avai |l abl e for the renovation of common areas.

2) For buildings that participate in the governnent-subsidized | oan
program the District wll nmnmake the paynents on loans to qualifying
pensioners and | owincome owners. These repaynents will be due to be
reinmbursed to the District at the time of sale of the unit or the death of
t he owner.

3) The District will guarantee repaynent to OTP of |oans nade to a
condom ni um association to cover the share of renovation costs of those
owners who choose not to participate in the regular OIP program

4) The District will set up an Ofice of Condom nium Affairs that
will be responsible for assisting condom ni um associations with respect to
operating their buildings and for managing the District's property in
m xed- use bui | di ngs.

These steps by the District would permt the new owners in privatized
bui | di ngs to remedy nost naj or mai ntenance problens and to deal with owners
who are unable or unwilling to participate. The program is designed to
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conpl enent the existing subsidized program but it can be nodified to
repl ace that programif the subsidies are elimnated.

Report

* Douglas Dianond and Carol Rabenhorst. "Renovation Loan Program for
Privatized Buildings. A Proposal to District VII, Budapest." My 1992.

District Il: Introducing Conpetition into Housi ng Managenent

Consultants conducted a detailed review of housing managenent in
District Il and over the course of eight nonths worked with the district to
outline possible refornms to the governnment's housi ng departnent and prepare
for the contracting out of nanagenent to private firns. However, the
District noved extrenely slowy at each phase and finally decided that it
did not intend to handl e managenent of the rental stock outside the IKV.
There is nevertheless evidence that sone USAID recommendations produced
under this project are being used and inplenented in the D strict,
particularly with regard to reorgani zation of municipal staff handling the
rental stock.

Reports

* Raynond Struyk, Katharine Mark, and Jeffrey P. Tel garsky. "Private
Managenent for Eastern Europe's State Rental Housing." Jour nal of Housing
Economics, 1|, 90-109 (1991).

Robert Dubi nsky. "Devel opment of a Housing Strategy for District 11,

Budapest." May 1991.

Howard B. Henward. "Private Sector Managenent of the Public Rental Housing

Stock: An Initial Assessnent of District |1, Budapest." May 1991.

Louis A Ri cci o. " Soci al Rent al Housi ng Managenent: Revi ew and
Reconmendati ons for Techni cal Assistance." May 1991.

* Jbzsef Hegedis and Ivan Tosics. "Options for a Local Housing Policy."
June 1991.

* Howard B. Henward. Menoranda on "The Evolution of Housi ng Management in
District Il"™ and "The Formation of a New Housing Departnent in District
[1." August 1991.

* Kat harine Mark, Howard Henward et al. "Introducing Conpetition into the
Managenment of District-Omed Rental Stock in Budapest."” August 1991.

Transl ated and distributed to other |ocal governnments throughout Hungary.

* Howard B. Henward. "District 11 Housing Managenent Privatization."
(Menmor andum on steps needed to nmake FUTI data operational, schedule for
privatization strategy, housing departnment restructuring, and planning a
snooth transition.) Cctober 1991.
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Survey of Cooperative Housing in Hungary

A conprehensive review of cooperative housing and its supporting
financial and institutional structure was wundertaken, analyzing the
rel ati onship of cooperative housing to the overall housing delivery system
and to present and foreseeabl e directions in housing policy.

Report

Cooperative Housing Foundation. "Cooperative Housing in Hungary: A
Chall enging Transition to a Market-Based System"™ March 1992.

| V. The Housi ng Construction Sector and Real Estate Market

Sixty to eighty percent of the demand for housing in Hungary has in
the past decades been met by private, mnmostly "self-help" housing
construction. The remainder was built by state-owned enterprises,
drastically reduced (from 21.3 percent of construction as recently as 1990
to 9.5 in 1992) by the decline in government direct investrment in housing.

Private building has al so declined due to falling demand. Since 1989, the
nunber of units built decreased from51,500 to 21,000 in 1994.

The construction ind ustry is in a state of crisis with many of the
state-owned enterprises facing deteriorating financial circunstances. Mst
are undergoi ng restructuring and privatization, but restructuring plans are
often not profound enough to turn performance around, and conpanies are
still not sufficiently market-oriented. Despite a proliferation of smaller
private firns, the emerging private construction and building materials
industry is threatened by many of the sanme external factors, primarily the
| ack of housing finance.

Until recently the real estate brokerage industry in Hungary has been
domnated by a few |arge state-owned enterprises. Al t hough many private
brokers have entered the industry in the past two or three years, the
efficiency of the market is still hanpered by problens such as the |ack of
information on housing and land sales and unreliable appraisals. By
providing the Hungarian Real Estate Federation with a Miltiple Listing
System installed in Budapest in 1993 and expected to begin operation in
1995, USAID hopes to inprove the flow of information on real estate sales
and considerably inprove the conpetitiveness of the smaller private
br okers.

Another problem inhibiting healthy developnent is the present
approach to master planning which generally is not based on market or
econom ¢ consi derati ons. Minicipalities also are not experienced in
participating in a devel opment process which interacts fully with private
actors. Helping cities to rethink their approach can open possibilities
for builders and devel opers. Projects focusing on this process are
expected to continue in Budapest (see section 11) and in Szol nok. In
addition, legislative changes are necessary, which may be forthcomng in
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the new Building Law. Recommendati ons were provided to the drafting
Mnistry in the paper on |land use regul ati on devel oped under the Kecskenét
proj ect (section I1).

ONGOl NG PROJECTS
Study of Residential Devel opnent in Hungary

A study of developers in Hungary was carried out in the spring of
1995. Based on interviews wth various private developers, |ocal
governnents, and banks, the report reviews the status of residential
construction in Hungary, outlines the devel opnent process, and identifies
the primary obstacles to private developnent as being the lack of
construction finance and the inability of nost of the population to afford
new housi ng. The report recomrends inprovenments in data collection and
reporting, a further survey of local officials and developers, and an
investigation of ways in which construction finance can be nmade nore
accessible to snall contractors.

Report

Fredrik A Hansen. "Housing Devel opment Proj ect % Hungary. A Description
of the Housing Production System" Narch 1995.

East European Real Property Foundation (EERPF)

The EERPF was forned in late 1992 through a cooperative agreenent
between the National Association of Realtors and USAID to assist in the
creation and devel opment of private sector, market-oriented real estate
prof essi onal associations and related institutions in Central Europe and
sel ected countries in the NI S

The Foundation's aim is to identify local partners who wll
participate in developing the support program to service the private
sector. During the first half of 1993 EERPF conducted its sector
assessnent and partner identification which consisted of three visits by
Foundation Directors, staff, and real estate, infornation services, and
real estate education experts. The areas of brokerage, appraisal, and real
estate training and educati on were assessed. During these visits, semnars
on real estate practice and an analysis of the M.S system provi ded to | Kl BE
wer e conduct ed.

In initial stages, The Hungarian Chanber of Dealers in Real Estate
(Chanber) and the Hungarian Real Estate Federation (IKIBE) were identified
as potential partners. A protocol agreenent for cooperation was signed
with the Chanber (IKIBE is a nenber of the Chanber). EERPF provi ded
techni cal assistance to the Chanber for the creation of a business plan
which forns the basis for future technical and financial support from
EERPF.
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EERPF provided technical and financial support for the European
Net wor k for Housing Research Conference held in Budapest in 1993, and is
providing research grants to research projects identified during the
conf erence. In Novenber 1993, representatives from the Chanber and |KIBE
participated in a professional training program on associ ati on nanagement
in the United States attended by representatives of the EERPF s seven
targeted countries. This meeting sparked the interest of the participants
in developing a regional network. The first regional nmeeting was held in
Prague in 1994. In addition, the Foundation sent a starter library to the
Chanber and continues to support the Chanber in developing real estate
forms, public education brochures, and other activities.

A seminar on "International Marketing of Real Estate" was held in

late March, 1994, in Budapest. QG her activities in 1994 included an
assessnent visit on property managenent and wor kshops on busi ness pl anni ng,
brokerage office managenent, and residential sales managenent. The

Foundation plans to continue its relationship with the Chanber (now the
Hungari an Real Estate Association), has formed a new relationship with the
Associ ation Hungaria Appraisers (EMBZ), and hopes to establish protocol
agreenments with other real property associations such as IKIBE and the
new y forned Hungari an Association of Real Estate Managers (HAREM). EERPF
sponsored a weekend retreat for Hungary's six real estate associations to
di scuss their commn goals, which resulted in the formation of the new
League of Real Estate Associ ations.

Reports

Colin F. McCowan. "Report of Meetings with Data Systens, Central Vernont
Board of Realtors and Central Vernont Miltiple List Service." My 1993.

Colin F. MGowan. "Report on Assessnent Trip to Hungary." June 1993.

Kennet h Baar. "Creation of Non-Profit Real Estate Education Institute in
Hungary." July 1993.

Lloyd D. Hanford, Jr. and Tan Tek Lum "Property Managenent in Hungary."
June 1994.

Szol nok: Denonstration Programon the Private Devel opnment of Housing

In Szolnok there seens to be interest on the part of honmeowners to
purchase new alternative types of housing, but only a small percentage can
now afford what is being offered, which appears to be limted in range and
nunber. Potential first time buyers do not appear to have any new housi ng
opportunities. Thus stimulation of private housing devel opment shoul d
address both demand and supply side factors. Measures the city could
undertake include a rationalization of the process to acquire |and,
streanl i ning of zoning and buil ding regul ati ons.

USAID has worked with the city through direct consultations and a
series of workshops aimed at educating private devel opers and rmunici pal
officials about structuring joint-venture housing devel opnment projects.
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The workshops precede distinct phases of the devel opnment process and are
intended to help the municipality in each one: identifying municipal sites
for devel opnent; establishing land values; packaging sites for sale or
lease to private developers; preparing RFPs, review ng proposals, and
preparing devel oper selection criteria. Wrkshops for private devel opers
woul d focus on the techni ques of market analysis, |and valuation, financial

feasibility analysis and project managenent.

Szol nok selected a site downtown near the Tisza R ver and issued an
RFQ and an RFP in the autumm of 1994. The wi nning bidder, Keviterv Acqua,
was sel ected and negotiations are underway; the contract will be finalized
in Septenber 1995 and dempolition of the old building has already begun.
USAI D hopes to introduce a simlar process in other cities.

Report

* Howard B. Henward. "Concept Paper on Housing Devel opment Denobnstration
Program Szol nok, Hungary." February 1994.

* WIliam O aggett and John dawson. "Trip Menorandum Housi ng Devel oprent
Dermonstration Project - April 1994."

* WIliam d aggett. "Trip Menorandum Housing Devel opment Denonstration
Project - June 15-18, 1994."

WIlliam O aggett. "Conpletion of the Reconnai ssance El enent, Phase |, of
t he Housi ng Devel opnent Denonstration Programin Hungary." February 1995.

Introduction of a Miltiple Listing Service

Based on discussions with the Hungarian Real Estate Federation, and
on concerns about the inefficiencies in the real estate market due to the
unavail ability of sales data, USAID agreed to provide the Federation with a
Miultiple Listing System USAID provided a central conputer and the
sof tware necessary along with technical assistance with the installation of
the MLS in Budapest. A request for bids was issued in Cctober of 1992 and
a contract was signed with the winning applicant in early 1993. During the
sunmer of 1993, the new M.S was delivered to the Federation and training
began. After delays due to the long waiting period for the system a
change of managenent at the Federation, and the conplexities associated
with installing such a new systemin Hungary, it is expected that with sone

further advisory assistance from USAID, the M.S will become operational in
1995.

Reports

Jézsef Hegedis and |van Tosi cs. "Anal ysis of Establishing a Service for

Providing Up-to-Date Information on Housing Sales Prices in Hungary."
March 1991.
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R chard Anastasia. "M.S Feasibility Analysis for Hungary." May 1991.

Kat hari ne Mark and Raynmond Struyk. "USAID Assistance in Establishing a M.S
i n Budapest, Hungary: Design Paper.” July 1991.

Charles L. Pilzer. "USAI D Assistance in Establishing a M.S in Budapest,
Hungary: Options Paper."” COctober 1991.

WIlliam Strong. "Assessnment of M.S Project in Hungary." Qctober 1994.

* WlliamD. North. "Menorandumon the M.S Project of Hungarian Federation
of Real Estate Brokers." Novenber 1994.

COVPLETED PROJECTS

Constructi on Bondi ng and VWarranty

In response to a request from the Mnistry of Industry and Trade,
USAI D consul tants undertook a conparative analysis of the |law and practice

regarding construction security and construction warranty liability in
Hungary, Europe, and the United States. Their observations and
reconmendations will assist the Hungarian governnent in drafting
contracting regulations applicable to public procurenent. Thei r

reconmendati ons i ncl ude the foll ow ng:

(1) Consi deration should be given to pronoting issuance of constru ction
security of all types by conpani es other than banks.

(2) Trai ning should be furnished to the institutions issuing construction
security.

(3) In public contracting the institution of a very |low tender security
requi rement should be considered, with the flexibility to increase the
amount of the security when appropriate to safeguard the public interest.

(4) Delivery of performance security by contractors shoul d be encouraged,
but only made conpul sory in residential housing projects, not in comercial
construction projects.

(5) Consi deration should be given to instituting a fund, through
conpul sory contributions by construction contractors and suppliers of

construction naterials, that would be used to neet the clains of
residential honme devel opers and owners when contractors or suppliers are

unable to neet their obligations under warranty.

Report

* Adam H Dickstein, Mkl o6s Francsics, Jeffrey B. Newran, and O ga Reéti.
Constructi on Bondi ng and Warranty Report. Decenber 1993.
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Construction Sector Study

In late 1991 a team of consultants undertook a broad survey of the
construction sector. The report included recommendations regarding
training and technical assistance for private developers, a study of the
i mpact of privatization in the construction industry, an assessnent of the
industry's warranty and bondi ng requi renents, and devel opnent of a strategy
to encourage private contractors and devel opers to undertake rehabilitation
proj ects.

Report

Howard Henward et al. Hungary: Housing Construction Subsector Assessnent
April 1992.

V. Policy Advice and Analytic Support to National Government

At the national level USAID s housing policy efforts have supported
the devel opnent of |egislation and new prograns over the past five years.
In support of the Housing Act, which was originally scheduled to be passed
in January of 1991 and repeatedly postponed, USAI D provi ded assi stance
to the governnment in many forns between 1990 and 1993. This included work
with staff of the Mnistry of Social Wl fare and the producti on of nunerous
option papers such as a paper describing the use of block grants and a
detailed report on the design and cost of housing all owances whi ch has been
widely read and cited by Hungarian policy-makers. Pol i cy devel oprment has
been conplicated by the nunber of mnistries with responsibilities in the
housi ng sector which eventually contributed to a split in the |egislation.
The Mnistry of Interior took the lead in drafting the Rental Housing Act
which was finally passed in July of 1993, and after a review by the
constitutional court was passed in its final formin March of 1994.

In 1992, the head of the Housing Departnent at the Mnistry of Social
Wl fare was given the sole responsibility for witing a "Housing Concept”
to cover housing issues not directly addressed in the Housing Act now in
the hands of Parlianent. The Concept, negotiated primarily between the
Mnistries of Social Wlfare and Finance, but finalized by the Mnistry of
Industry and Trade, was issued in My of 1993 as a Government Resol ution
mandating twenty neasures to be undertaken to reform housing policy. These
i ncl uded several topics strongly supported by USAID (primarily through the
housing finance sector prograns described in section 1), such as
rationalization of the subsidy system a review of |egal revisions needed
to inprove forecl osure and eviction procedures, and the establishment of an
intermnisterial housing policy conmittee. A third part of this package is
the Social Law, drafted by the Mnistry of Social Wl fare and passed in the
| ast days of 1992. The Social Law includes a requirenment that | ocal
governnents must provi de housing al | owances.

Anal ysi s supported by USAI D has been used by policy makers in Hungary
on a nunber of topics. For exanple, at the request of a nenber of
parlianment, data fromthe Budapest Rental Sector Panel Survey were used to
devel op simulations for a nationw de rental housing allowance program and
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for the conpletion of the Social Law (at the Mnistry of Social Wlfare).
For the nunicipal government of Budapest, survey results were used in
studies on the nunicipal finance problens of the capital and for the
rehabilitation section of the master plan, among other work. Fieldwork for
a second phase of the panel survey was carried out early in 1995. In 1994
policy work included review of a nunber of new efforts to reform subsidy
policy, proposed support to the new governnent in its consideration of a
brand new | ook at housing policy, revenue estimates on property taxes and
cost estimates for a nationw de neans-tested utility allowance. Recently,
USAI D has supported reviews of proposed |egislation on contract savings and
the national governnent's Three Year Program

Ongoi ng Policy and Legal Support

Ohn a reqgular Dbasis, USAID contractors follow legislation -
sunmarizing inportant developnments in nmenoranda, and obtaining and
translating selected new |laws. Staff and consultants continue to provide
short-term legal and policy advice, and produce and distribute policy
concept papers. In addition to work with the Mnistries of Social Wlfare,
Interior, and Finance on the Rental Housing Act, the Housing Concept, and
the Social Act, USAID has provided support to Justice and Environnent in
designing and reviewing |egislation. In 1994 USAID consultants also
provided reviews of Hungarian housing subsidy generally and of specific
proposals for the social policy allowance to fanmlies buying new housing
and for utility allowances. At the request of the Mnistry of Finance, a
USAID team reviewed the Hungarian Covernnent's proposal for a nortgage
i nsurance institution.

Reports

* Raynmond Struyk, Jozsef Hegedis, Katharine Mark, lvan Tosics. "Relations
Between the State and Local Governnents in the Housing Sector." January
1991.

* Jill Khadduri. "The Potential Role and Organizational Structure of the

Housing Ofice." Qctober 1990.

* Jill Khadduri . "Rel ati onship Between Central Government and Local
Covernnents in Admnistering Hungarian Housing Progranms and Policies."”
Cct ober 1990.

* Katharine Mark and Raynmond Struyk. "Housing Block Gants in Hungary."
March 1991.

* Jozsef Hegedis, Raynmond Struyk, lvan Tosics. "Integrating State Rental
Housing with the Private Market: Designing Housing Al owances for Hungary."
March 1991.

* Raynmond Struyk, Katharine Mark, Jeffrey Tel garsky. "Private Managemnent
for Eastern Europe's State Rental Housing."
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* Kenneth Baar. "Residential Landlord Tenant Law for Privately-Oaned
Flats." Expected January 1993.

* Jeffrey P. Telgarsky and Katharine Mark. "Alternative Mrtgage
Instruments in Hgh-Inflation Economes." Housi ng Fi nance International.

Vol. 6, No. 1. Septenber 1991. (Hungarian translation)

* Dougl as Dianond. "New Directions for Housing Subsidy Policy in Hungary."
August 1994.

Douglas Dianond. "Key Policy Issues in the Housing Sector in Hungary."
Decenber 1994.

* H Beth Marcus and M chael Sm | ow "Comrents on the Hungary CQuarantee
Proposal for Housing Loans."” March 1994.

* Jbzsef Hegedis and Ivan Tosics. "Expert Opinion on the Proposal of the
Mnistry of Finance to the CGovernment entitled 'The Situation of Housing
Construction and the Definition of Ways to Subsidize Private Housing
Construction.'" Cctober 1995.

Kat harine WMark. "Proposal for a National Wility A lowance Program?™
Novenber 1994.

*Jbzsef Hegedils, Robert Kovacs, and |van Tosics. "Establishing the Energy
Normative. A Report Submtted to the Mnistry of Social Wlfare.” Novenber
1994.

Jézsef Hegedis and Ivan Tosics. "Commrents on the Contract Savings Bill."
July 1995.

Central - East ern European Regi onal Housing Indicators

This project is based on several years' effort to conceptualize the
common el enments of the housing system of East-Central European countries in
order to create a sound basis for the analysis of the period of transition
from centrally planned to market econony. Quantitative and qualitative
indicators were worked out and refined in a series of workshop neetings
held in Budapest in early 1995 with the participation of experts of the
region (12 Central European countries) and Western schol ars.

The practical aim of the regional indicator system is connected to
the fact that country nonographs with inportant treatnent of the housing

sector are to be prepared by countries for Habitat Il by the end of 1995.
The country nonographs are to include housing indicators and related
analysis as either an integral part or in an annex. The regional

indicators project ains to offer an outline for a common structure of this
section of these nonographs for East-Central European countries, with two
maj or obj ectives:



The Hungary Program:
Accomplishments and Prospects 1990-1995 Page 35

a) to denonstrate the usefulness of a housing indicator system
adapted to the special situation in East-Central Europe for policy analysis
at the national |evel

b) to obtain conmparable information for a regi onal nonograph which
will seek to define the critical bottlenecks to housing devel opment in
East-Central Europe.

Both quantitative and qualitative indicators (questions requiring
descriptive answers) are described in a volume with the title nunbers,
percentages or rati os. Date and aggregation |level are mentioned for all
indicators. The basic idea is to have in nost cases the indicator value
for the national level as well as for the local level (the latter should be
the capital city of the given country).

The twel ve participating countries are expected to prepare both the
quantitative and the qualitative indicators by autum of 1995.
Subsequently USAID analysts wll prepare, based on the information
recei ved, a Regional Mnograph on the housing situation and housing policy
in Central -East Europe. The aimis to have this paper as a key docunent of

Habitat Il and serve as basis for a Regional Forumon the situation of the
regi on.

Reports

Jézsef Hegedis and Ivan Tosics. "The Transition of the Central-East
Eur opean Housing Systens. Qutline for the Housing Indicators-Based
Sections of the Country Mnographs for Habitat 11." July 1995.
Metropolitan Research Institute. "Central - East European Regi onal Housing

I ndi cat ors Workbook." July 1995.

Housi ng | ndi cat or s/ Budapest Rental Sector Panel Survey

There are two distinct parts to this project: one is an extensive
survey, which was conducted in both Hungary and the Philippines as part of
the World Bank housing indicators project. The other included an intensive
survey of the rental sector in Budapest, which will follow 1,000 units over
five years. The units will be visited at regular intervals and changes in
occupancy and tenure are to be investigated.

This was one of the first enpirical surveys in Eastern Europe about
the consequences of privatization. It was carried out in Budapest in
January of 1992 on a sanple of households living in public sector units in
January of 1990. The analysis provides an overview of the transformation
of the state rental sector into a mxed stock of state rentals, private
rentals, and owner -occupied housing, highlighting issues of housing
fi nance, maintenance, w ndfall gains through resale of privatized units,
and attitudes toward and soci al consequences of current housing policy.

The Public Stock in Budapest



The Hungary Program:
Accomplishments and Prospects 1990-1995 Page 36

The total nunber of public housing units in Budapest in January of
1990 was 400,000, with a value of 625 billion HUF (at 1992 prices); this
was about 40 percent of the total foreign debt of the Hungarian Governnent.
In 1991, public housing stock was transferred to the Local Covernnents
(districts) by the Property Transfer Act. This "asset", however, has a
negative value for its owners due to low rent levels set by national |aw,
bringing in annual rent revenues of less than 5 billion HUF which in 1990
was about 40 percent of what was being spent on operating and renovating
state rental housing. Mor eover, maintenance has been far from adequate
with extensive deferred mai ntenance estinated at al nost 100 billion HUF.

Current rent subsidies, defined as "fair market rent" mnus
controlled rent, were estinated to be 21 billion HUF. The ratio of rent to
incone was very low, at about 6 percent (probably |ower now since rents
have not risen). Including utilities, however, raises the total housing
cost to income ratio to 26 percent, which nmakes a rent increase difficult.

According the survey data, if rents were increased by 100 percent, 32
percent of tenants would face a difficult situation, and for 13 percent of
tenants there would be no other solution than some kind of housing benefit
program that is, they would turn to the |local governnment for help or be
unable to pay their rent. Wth a 200 percent rent increase, these two
categories both increase to 36 percent, meaning that over 70 percent woul d
need hel p.

Results of the Privatization of 1990 -1991

The privatization of public housing in Hungary became |legally
possible as early as 1969, but little happened until the end of the 1980s.
Less than 2 percent of the Budapest rental stock had been sold by January
1, 1990, so that at that time approximately half of the housing in Budapest
was still publicly owned.

The 1992 survey results show a dramatic increase in privatization
since 1990, largely as a consequence of policies under the previous
governnent. By January 1992, 20 percent of the state-owned housing stock
had been sold to tenants with another 5 to 7 percent of the stock in the
process of being sold. O her tenants, about 20 percent, expressed with
certainty their intention to buy. Only 30 percent did not want to purchase
their unit.

Survey results indicate that the main notivations for buying are
financial and security considerations. Anmong the groups surveyed, 38 to 44

percent cite financial considerations, that is, the large value gap - a

measure of the windfall gain that accrues to a privatizing tenant - as
their main notive. Qhers, between 36 and 47 percent, chose to purchase in
order to ensure the security of their tenure. Uncertainty about the future
of rents and tenant rights strongly influences the decision to buy.

Quality and location of the unit also influence tenants' decisions to
buy. Not surprisingly, better quality units with | ess deferred nai ntenance
and those in better |ocations have al ready been sol d.
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Analysis of two subsidies, the rental subsidy and the value gap,
showed that privatization favors upper income groups. Before 1992 a |arger
share, 32 percent, of the rent subsidy went to the upper incone quartile
al though the share decreases as privatization progresses and upper incone
househol ds | eave the rental sector. By 1992, the value gap was distributed
nore unevenly than the rent subsidy, w th upper incone groups receiving 40
percent of the value gap while | ower income groups receive 17 percent.

In one report, the financial inpact of privatization upon |ocal
budgets was exam ned. The paper found that while political expediency
favors giveaway privatization (such as the deeply discounted system that
has been largely used in Hungary), this has serious detrimental financial
and social effects. G veaway privatization is not only inequitable, but
| eaves | ocal governnents responsible for the poorest quality housing and
the lowest income tenants, without adequate financial resources.
Specifically, using survey data fromtw Hungarian cities and considering a
rental sector bal ance sheet of rental revenues minus maintenance costs and
housi ng al | owances (for |ow income tenants), the paper estimated a deficit
of HUF 745 mllion for Budapest and HUF 2 million in Szol nok with giveaway
privatization; sinulations of narket price privatization yielded surpluses
of HUF 404 mllion and 27 million for the two cities.

Housi ng Managenent

A separate report used survey results to explore the current state of
tenant satisfaction with housing nanagenment, and the extent to which
tenants express a willingness to increase their housing expenditure to
obtain inmproved housing nanagenent. It was found that there are
significant differences between renters and owners. Seventy three percent
of renters expressed dissatisfaction with managenent while only 32 percent
of owners were dissatisfied. A |arger percentage of owners are somewhat or

fully satisfied %31 percent as opposed to only 10 percent of renters. One
explanation of the differences in nanagenment satisfaction is that 75
percent of owners live in buildings with private managenent conpared to 3
percent of renters.

Anmong renters, willingness to p ay nore for housing managenent was,
not surprisingly, positively associated wth inconme and negatively
associ ated with the share of incone currently spent on rent. These results
indicate that rents could be increased if households were convinced that
the increases would result in inproved managenent and mai nt enance servi ces.

Those unwilling to pay nore are likely to be the least able to pay nore
and could be targeted by a housing allowance to ease the increased rent
bur den.

These data - the nost up-to-date and accurate information on these

topics - have been useful in devel oping many policies. For exanple, at the
request of Hungarian Parlianment they were used to devel op cost estimates
for a possible housing allowance programin the Gty of Budapest; results
of this analysis were used to illustrate a proposed anendnment to the
Housi ng Act under discussion in Parlianent. For Budapest, data were used
for a study on the rmunicipal finance problens of the capital, for the
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rehabilitation section of the master plan, and for sinulations of a
proposed housi ng subsidy system further, the new city devel opment program
relies strongly on scenarios based on the survey data. For District VI
the survey data were used to design their housing strategy. In addition,
data froma survey based on the Budapest nodel were instrunental in Szol nok
in designing their housing all owance and rental sector reforns.

Fi el dnmork for Phase Il of the survey was carried out in early 1995,
near the end of the intensive privatization now under way. Coming at a
ti me when the housing sector is undergoing dramatic flux, this information
will prove invaluable to shape policies on rehabilitation, housing
al | onances, the private rental sector, and assistance to new owners, anong
other areas. Analysis of results is now underway.

Reports

* Jbézsef Hegedis, Katharine Mark, Raynond Struyk, Ivan Tosics. "The
Privatization Dilemma in Budapest's Public Rental Housing Sector." March
1992. Appeared in Hungarian as "Privatizaciés, dilemma a Budapesti
bér | akasszektorban," in Szociol ogia, 1993 Vol 2.

"Transf orm ng Housi ng Managenent and Tenant

Satisfaction in Budapest." Cctober 1992. Housi ng Studies, Vol.9, Nunber
3, July 1993.

"Local Options for Transformng the Public Rental
Sector: Enpirical Results from Two Cities in Hungary." Cities. August
1993.
Jézsef Hegedils, |van Tosics et al. Housi ng Indicators in Hungary. Fi nal

Report. Decenber 1993.

Questionnaire for the Budapest Rental Housing Sector Panel Survey Two
January 1995.

Budapest Conference of the European Network for Housing Research

In Septenber 1993, USAID sponsored the attendance of about thirty-
five Eastern European housing experts at the annual conference of the
Eur opean Networ k for Housi ng Research in Budapest, entitled "Transfornation
in the East, Transference from the West." Alnost three hundred
participants attended the four-day conference, which consisted of three
days of workshops and keynote debates on topics such as "Wat Kind of

Mar ket should Qperate in the Housing Sector - Social, Subsidized, or free
Mar ket ?" and "Housi ng Finance Reformin Eastern Europe"; the fourth day was
dedi cated to technical assistance in housing in Eastern Europe.

Report
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Kat hari ne Mark. "European Network for Housing Research. The 1993
Conference in Budapest. Report to USAID on the Participation of Eastern
Eur opean Specialists.” Cctober 1993.

Housi ng Al l owance Seninar for Local CGovernnents

In April and May of 1993, USAID and the Mnistry of Social Wlfare
co-sponsored a semnar for local governnent officials on the housing
al | onance program introduced in Szolnok and on the requirements of the
new y- passed Social Law. Over a hundred officials fromthirty-seven | ocal
governnents attended the two senminars. The agenda included a description
of the policy context and the Szol nok project, a chronol ogi cal account of
the inplementation of the housing allowance program and a question and
answer session on requirenents under the new Social Law. Presenters were
menbers of the USAID assistance team to Szol nok, nmunicipal staff from
Szol nok, and representatives from the Mnistry of Social Wlfare and the
Central Statistical Ofice.

Report

Kat hari ne Mark. "Housing Allowance Semnar for Local Governments in
Hungary." COctober 1993.
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ANNEX

This annex identifies the contract and task order ("Request for
Service") under which the work for each project was done. The RFS nunber

follows each project title, identified by contract - Housing Finance (HF),
Local Covernnent (LG, Private Sector Devel opment (PSD) or Worl dw de (VWY.

I . Housing Finance

On- Goi ng Projects:

The Housi ng Quaranty Loan Program (HF-34, HF-53, HF-56)

Techni cal Assistance to the National Savings Bank (HF-41, HF-55)
Techni cal Assistance to Budapest Bank (HF-44)

Conpl eted Projects:

Techni cal Assistance in Housing Fi nance (HF-20)

Joint World Bank/ Al D Budapest Project (WY67)

Private Mrtgage Bank Feasibility Assessment (VWW121)

Mort gage Fi nance (WV 27)

1. Strengthening Local Covernnents

A. Housing Policy and U ban Devel opnent

On- Goi ng Projects:

Szol nok: Housing Strategy/Rental Policy (HF-1, 10; LG 19, LG 65)
Conpl eted Projects:

Kecskemét: Local Covernnent Role in Devel opnment (WNM72; | CVR)
Local Housing Strategy Training (WV35)

Privatization Strategies for Budapest Inner Districts (WW102)
Budapest: Urban Devel oprment/Rehabilitation (H=1, LG8, LG 17)

B. Mini ci pal Finance

On- Goi ng Projects:

Toward a National Assistance Plan for Minicipal Infrastructure Financing
(LG 120)

Ref ormi ng the Munici pal Budget Process (HF-52)

Szeged: Advi ce on Proposed Water/Sewage Joint Venture (LG 45, 105)
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Conpl eted Projects:

Background Paper on Minici pal Lending (LG 69)

Muni ci pal Credit Conference (LG 83)

District XMII and XVII11: Infrastructure Finance (LG 69)
Infrastructure Finance Techni cal Assistance Assessnment (LG 34)

[11. Housing Management and Renovation
On- Goi ng Projects:

Asset Managenent Training Course (LG 67)
Rehabilitation in Budapest Inner Gty Districts (LG 36)
Condomi ni um Associ ation Trai ning Course (HF-11, HF23, HF-43)

Conpl eted Projects:

Szol nok: Devel opi ng Asset Managenent (HF 10, LG 19, 65)
District VI1: Financing Renovation (H-1, HF-11)
District Il: Housing Management (WV52)

Survey of Cooperative Housing in Hungary (CHF)

I'V. The Housing Construction Sector and Real Estate Industry
On- Goi ng Projects:

Study of Residential Devel opnent in Hungary (PSD 44, 65)

East European Real Property Foundation (G ant)

Szol nok: Private Devel opnent of Housing (LG 87; PSD- 44)
Introduction of a Miltiple Listing Service (WW29, 40, 43, 140)

Conpl eted Projects:

Constructi on Bondi ng and Warranty (PSD-23)
Construction Sector Study (PADCO

V. Policy Advice and Anal ytic Support to National CGovernnent

On-Going Policy and Legal Support (WW40, WW139; HF-1, HF-54, LG 15, LG
93)

Central - East ern European Regi onal Housing Indicators (HF-57, 60)

Budapest Rental Sector Panel Survey (WM138; Gant to Wrld Bank, LG 89)
Eur opean Networ k for Housi ng Research Conference (HF-39; EERPF)

Housi ng Al |l owance Sem nar (LG 35)



The Hungary Program:
Accomplishments and Prospects 1990-1995 Page 42

G:\netlv1\iac\reports\6283-93\sta95:0895



